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AGENDA
SUBJECT:
I.

II.

OVERSIGHT HEARING ON IMPLEMENTATION OF S.B. 2902
(CALIFORNIA RESIDENTIAL EARTHQUAKE RECOVERY ACT)

CALL TO ORDER

A.

Opening Statement by Senator Cecil Green

B.

Remarks by Other Members

PRESENTATION BY INSURANCE COMMISSIONER JOHN GARAMENDI

HEARING CANCELLED DUE TO COMMISSIONER'S EARLY DEPARTURE

CHAIRMAN CECIL GREEN:

Good morning, ladies and gentlemen.

I welcome you to this

hearing, this Subcommittee on Earthquake Insurance, and with me today is Frank Hill,
who was the author of the initial legislation.

He and I worked together on it.

The

hearing we are having today is a review of the current status of the California
Residential Earthquake Recovery Program.
This program, which provides $15,000 of earthquake damage coverage for every
homeowner in the state, is due to take effect on January lst of next year.
that's less than two months away.

And

The problem is that several issues have been

raised by a number of insurers and others about the implementation of this program.
These issues are to be addressed by way of our agenda today.
The questions which we raise must be answered before we allow this program to
take effect.

And I believe they can be even if it requires a delay in its

implementation.
The Commissioner had a huge responsibility placed on him in implementing this
program and I realize it was not the best that could have been done by legislation,
but it is all that we have at this time.

It has been a long road for me, personally,

over the past five years, to try and find a way to help all owners pay for damages
when earthquakes occur.

We need only to look at the recent Oakland fire and the

devastation and emotional impact it had on all homeowners to realize that we have a
responsibility to move forward with programs such as this.
Luckily, most of the homes in Oakland were covered by insurance.
be the case if an earthquake occurred.

This would not

If I learned anything in all the hearings we

held after the Whittier and Lema Prieta quakes it is that private earthquake
insurance does not work, for most people, and that leaving homeowners to seek federal
disaster assistance is a disaster in itself.
I believe the Legislature took a big step in passing a program like this and that
the Department and insurers are now obligated, by law, to implement it.

I hope today

we can resolve some of the issues that need to be cleared up before the program
begins on January 1st.

As always, this committee is willing to assist the

Commissioner in any way possible, either through legislation or through other means,
to help in implementing this program.

And at this point if there is another

statement -- would you like to make a statement, Frank?
SENATOR FRANK HILL:

Thank you, Mr. Chairman.
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I appreciate your willingness to

call this hearing.

Actually, we intended to start off dealing with the rate

structure, but I think some other issues have come forward and I appreciate your
willingness to bring everybody together to focus in on this new program.

And I would

like us to kind of step back a moment and think a little bit about what this program
really is.
affect
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Because the reality is, this is a massive new program that's going to
to 7 million California homeowners.

It was probably one of the most

significant pieces of legislation that passed through this Legislature in the last 2
or 3 years and there were some basic facts that I think that we need to come to grips
with as we move forward with how to implement this program in an effective way.
The first one is very basic, but I think we need to remind ourselves of it, and
that is there's going to be another earthquake.

It'd be irresponsible for us as

public policy makers not to face up to that fact, there will be another quake in
California.

We need to deal with that.

The public will expect the Legislature to act.

After the Whittier quake we were

called into a special session of the Legislature, and Assemblymen and Senators from
all over the state ran back to Sacramento; put together an aid program where
$400 million in state tax dollars was put into the community that I lived in.

After

the Lorna Prieta quake another special session was called and $1.2 billion of state
money, in addition to federal funds, went into the Lorna Prieta rebuilding.

And the

basic point is that we need to face up to the fact that there's going to be another
quake and to simply expect that we're going to call a special session every time a
disaster occurs, I think is not being very far-thinking.

When the federal government

has a natural disaster, a disaster area emergency called, there's no debate in the
Legislature about, "Well, what program?
have?

Should we cover schools?

How much is covered?

Should we cover this?

How much money do we

Should we cover that?"

They

have a program in place and those experts roll into place and that's exactly what we
need to do with this program as well.
As Senator Green pointed out there are some basic flaws in the private insurance
market.

I met somebody who's very --with my philosophy, I met somebody who easily

goes forward with the mandated program, that as Senator Green points out, about 20
percent of California homeowners today have earthquake insurance.

There's a huge

gap, even with those who do, between what the deductible and the typical losses that
occur in a California quake.

Common sense tells you that if we can put together a

program, that we can fill in the gap where all taxpayers are involved, we can lower
those costs and spread the risk.

I'm especially interested today, Mr. Chairman, in

three areas that I think we need to focus in on and hopefully resolve before we get
out of here this morning.
The first one is the issue of whether or not a delay is needed.
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I'm certainly

open on the concept and the argument.

I look forward to hearing from the insurers

about whether or not we do need a delay in the program, but I hope that we don't just
focus on the mechanical data submission issues, and I know the insurers have some
concern about their ability to meet the requirements from the Department.

But I

think we also need to keep in mind the focus as to the public relations perspective
as letting the public know about this new program and what the benefits are to them,
in effect that it needs to be sold, because in my opinion I believe it is a good deal
for California homeowners.
The second issue I'd like to focus in on is does the Commissioner have adequate
authority to implement this program?

And as Senator Green pointed out in his

statement, there are broad authority that the Commissioner has, we need to make sure
that he has the authority to do the job and implement this program successfully.
One of the issues that I hope that we can focus on is the mandatory issue, and
while I may have a disagreement about the mechanism that needs to be used, I want to
make it clear, there's no doubt in my mind the program has to be made mandatory.

And

I hope that we can come out of that hearing today with some sort of a consensus on
what mechanism we're going to use to make sure that it is mandatory.

Actuarially,

this program only works with mandatory participation.
And finally, I think the original intent of this session was about the rate
structure.

In the last 2 or 3 days of session, when we got out in the middle of

September, there were some recommendations about adjusting the rate structure.

The

reality is fairly minor adjustments and I think those are proper purpose for this
hearing, to look at the actuarial assumptions that went into it and what's the proper
rate.
I guess the bottom line that I have, Mr. Chairman, is that we need to cooperate.
This is a new program.

There's going to be some false starts.

We need to create a

rainy day fund, or maybe a better terminology would be a shaky day fund, for that
earthquake that we know that's going to occur.

It's going to take cooperation from

the Legislature, from the Governor's office, from the Commissioner, and from the
insurers.

And I think they need to be an active participant for this program to be

successful and I look forward to the rest of the hearing today.
CHAIRMAN GREEN:

I think what we can say, Frank, is that's -- and I appreciate

your statement -- is that we need a shaky day fund on a solid foundation.
(Laughter.)
All the issues that you have mentioned is what we want to discuss today and I'll
go through them.
why?

The issue is:

Is there a need for further delay of the program and

And this includes problems with compliance, regulations, and data submission.

The next issue is:

Does the Commissioner have adequate authority to implement this
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program and require further participation?

And four is:

increasing the surcharge and our deductible for the fund?

Is there a need for
The other issue is:

What

role do independent contractors and advisory committee play in the overall
implementation of the program?

And is clarification needed on participation of

mobilehomes, condominiums, and other multiple family dwellings?

And then the other

issues that will come from the audience will be discussed at the end of the agenda.
So, to start it off, I understand the Commissioner does have a flight to catch,
and so if we can have John Garamendi come forward, and Richard Holden, the Program
Manager, and Jim Reed, Computer Sciences Corporation.
COMMISSIONER JOHN GARAMENDI:

And if I might ask Masako Dolan to also join us.

We're kind of short of chairs but perhaps Masako can sit here, with your permission.
CHAIRMAN GREEN:

Yes.

COMMISSIONER GARAMENDI:

Mr. Chairman, and Senator Hill, and staff.

I want to

start by saying that your extraordinary efforts and concerns for the citizens of the
State of California are reflected in your long effort to deal with the problems of
earthquakes and to find a way of helping those who are harmed and damaged in an
earthquake.

And everyone in this state should be aware of that and should thank you

for your efforts.
I would like to begin today by also expressing my appreciation for you holding
this hearing.

There are issues that must be discussed and you've outlined them in

your statements.
of the program.

I don't need to spend a lot of time advising you on the particulars
You've certainly been involved from the very outset in the drafting

of the legislation and in developing it as it is today.

As you are also well aware,

my staff, Masako Dolan, the Deputy Director who heads up this effort, Richard Holden,
who has been the Program Manager, and the other members of the staff have worked long
and hard on this, together with our contractor, Computer Science Corporation, who
will be handling the claims and the mechanisms involved here.
In addition, these people have begun and have actually put in place the largest
earthquake insurance company in the world.

We will, if the program goes forward,

have more than 6 million customers.

An enormous system has been developed to handle

the premiums as well as the claims.

It has been an awesome challenge, and one that

the three people that are here, plus the remaining portions of the staff, have done
an admirable job in getting prepared and ready to go.
Despite all of this progress I think everybody in this room would agree, and
certainly you've already stated this, that the program has been far more difficult to
implement than anybody ever envisioned.

It is an enormous challenge.

We all agree

that the objectives of the California Earthquake Relief Fund are admirable.

Both the

state and its taxpayers benefit by setting aside funds to cover disaster losses in
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advance, thereby speeding recovery and minimizing the personal trauma from an
earthquake.

Since the private insurers require extremely large deductibles and exact

very high premiums for an earthquake coverage, many homeowners are currently left
unprotected if an earthquake strikes.
Now, having said all of that, I want to be very direct with you and very clear,
the program will not work.

There are fatal flaws in this program and those flaws far

outnumber any potential benefits that we can develop at this time.

There are major

problems with enforcement of the mandatory payment mechanism, the pro-rata
provisions, and the cost of reinsurance.

The provisions which permit taxable revenue

bonds are badly impaired by the uncertainty of revenue collection.
there are many people who will not buy this insurance.

Very simply put,

They will not pay in.

And

when an earthquake occurs, those who do pay won't receive the full coverage that they
expect and that they deserve.
In addition, the earthquake insurance company model, that this program has,
requires an unnecessary expensive process.

I believe that there is a better way to

achieve our objectives, and that is to establish at the outset a disaster assistance
mechanism that specifies exactly what is to be covered, and then develops a procedure
to fund that coverage in a prearranged method that would kick into gear when an
earthquake occurs.

Government would step in to help, as it should.

would save money, a lot of money.

Such a system

There would be no figuring out who paid in and no

telling those who didn't pay that the state won't be there to help them in their time
of crisis.
Such a program would eliminate the need for checking on eligibility, thus
reducing a portion of the fund's costs.

It would set payout priorities according to

need and the availability of funds and you would also reduce the large costs of
purchasing reinsurance.

Make the program a disaster fund and you avoid the

perception of homeowners that this is a state-mandated tax to finance yet another
state bureaucracy.
If we proceed with the program as it has been legislated, it would become a true
disaster program.

It'd be a disaster for the homeowners because they would not

receive what they would expect; that is, full payment.
payment.

They would receive a pro-rata

And it would be a disaster for government because it would once again show

the people that we can't deliver.

And indeed we can't.

The program will be

perceived by homeowners as an insurance program; in essence, a contract with
homeowners to pay their claims.

As the program is written today it is deceptive.

We

are offering the promise of protection without the substance of an actuarially sound
structure.

As I have said before, if this were a private insurance company operating

in California, I would be forced to shut it down on its first day of operation.
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If

this company were to apply for a license I would deny that application.

This is not

an insurance company that I would want doing business in the state of California.
The bottom line here is that this should not be an insurance program but rather a
disaster fund.

To paint it as anything else, as it is described today and as it is

legislated today, offers false promises to those the program is intended to benefit.
Now, I'm sworn to carry out the law and I will follow the letter of the law to
make this program as effective as possible.

But by the same token I don't want to

violate my sacred oath and deceive homeowners with the program that we all know is,
"Dead on Arrival".
Now, before I close I want to also introduce Lonnie Atkinson, who is the chairman
of the advisory committee to this program.
for you.

I believe he has some prepared comments

Also, my staff and Computer Science Corporation are here to answer

questions, as am I, at least for another 15 to 20 minutes.

And I'd be happy to do

that.
Mr. Chairman, thank you.
SENATOR HILL:

Mr. Chairman, I might suggest, if the Commissioner is only going

to be here for 15 minutes if we could hold off on the testimony from the other people
before he goes.

I hate to lose the •••

CHAIRMAN GREEN:

Well, that's a good idea.

COMMISSIONER GARAMENDI:
the scheduling for the day.

Because we do have questions for you.

I'd be happy to take your questions.

I'm sorry about

Executive Life has a life and a schedule of its own and

I must be in Los Angeles to make a recommendation to the court and I will have to
leave here in short time.
CHAIRMAN GREEN:
place, it is law.

I think the paramount question is, number one, the program is in
No matter if it's a good program or a bad program, I think that a

lot of the problems could be addressed by regulation.
give the Commissioner some authority.

The act was broad enough to

Yes, it's a tight bill, but by regulation and

by action of your Commission, there's a lot of things that could be done.
For instance, the full funding of this program can be done by several mechanisms
that was in the legislation.

For instance, it was never intended by this committee

that this be full coverage, and the only way to get that across to people in the
communities is through education of what it is and what is covered and this can be
done with educational means.

So all of the things and not all of the faults, but a

big part of those faults, can be met currently with the regulations coming from your
office.
COMMISSIONER GARAMENDI:

Mr. Chairman, I wish that were true.

The amount of

money that we are allowed to collect in premiums is insufficient to meet the minimum
expected losses.

We simply are not going to be able to raise enough money each and
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every year to pay for the expected losses, that this program is therefore actuarially
unsound.

That simply means that we are not going to be able to make full payment to

the people of California who have been damaged in an earthquake.
cents on the dollar.

We will have to pay

They'll get a pro-rata proportion of what they expect.

Secondly, the program is structured as an insurance program which means that we
have to match premium payments to claims payments.

That is an extraordinarily

expensive process, particularly expensive in that we are handling claims that are at
the lowest end of the loss -- literally the first few dollars of losses, that is,
above $1,500 is going to have to be paid.
processing procedure.

That becomes an extremely expensive claim

We're dealing with 6 plus million customers.

That requires an

extraordinarily complex and extensive computer system -- administrative system,
literally a state bureaucracy.
We have gone out to bid and in a very short time arranged to set up such an
organization.

But, nonetheless, it remains an expensive organization, one that isn't

necessary when you consider what the true goal of all of this is and that is to
assist those homeowners who have been damaged.
CHAIRMAN GREEN:

Let's correct that.

We have •..

The input that this committee has had for

the last 5 years has been to take care of the deductible of the insurance which is
the problem out there, by those people, and those people that want to by insurance,
and it's expensive and it has too high a deductible to start with.

And that's what

this program was put together to play with.
COMMISSIONER GARAMENDI:

The private insurance industry wisely understands the

extraordinary cost, the losses, and the expense of handling thousands of small
claims, the amount between the current coverage and the first dollar, and they have
opted out of that market; they refuse to serve that market; hence, your correct
desire to provide assistance in that area.

But, we ought to understand that the

reason the industry isn't there, the private industry isn't there, is that it doesn't
work there as an insurance program.

Now, the program that you've adopted is an

insurance program and it has all of the expenses, all of the problems of a normal
insurance company.

In this case it is an extraordinarily large insurance company; it

will become one of the biggest in California.

There's no way to avoid those

operating costs because of the nature of having to collect premiums and then match
the premium with the claim.
CHAIRMAN GREEN:

That just is going to be expensive.

Well, it's very, very debatable.

It's not an insurance company,

and it is not put together as an insurance company, and it's not the same as a
company; it's a risk pool by all of those homeowners.

There's no cost of sales.

is actually a pool of money that's different than an insurance company.

It

This

committee has listened to a lot of testimony and what you're saying is true, I would
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like to see some things different than what is in there.

My original legislation was

different and it was funded, and I even journeyed to London to go to Lloyd's of
London to get a couple billion dollars worth of coinsurance, and it's available
there.

I don't know if your office went on international market or not for

coinsurance, but I was told by Lloyd's of London that there was about $2 billion
worth of coinsurance available for this type program, like the country of New Zealand
has, and they already have this type of insurance put in place.
COMMISSIONER GARAMENDI:

Mr. Chairman, in fact, there's not $2 billion of

reinsurance available in the world's markets.

We've had an extensive effort under

way to purchase reinsurance, and we will purchase should the law continue in effect
as much reinsurance as we possibly can.

It will come nowhere near $2 billion; it

will probably be about one-quarter of that and it will be extraordinarily expensive.
So, i t ' l l cost us about $40 million a year to purchase that insurance, thereby
depriving us of an opportunity to -- reducing the opportunity of building a fund
within the state to provide the initial dollars in the regular program.
I must also beg to differ with you on the point that this is not an insurance
program.
else.

It is, in fact, an insurance program.

We may want to call it something

Now, absolutely, if this program goes forward the people of California must

understand that they, in all probability, will not receive full payment for their
claims.

Their claims will be paid at a percentage of the funds available.

If the

earthquake were to occur, and we must plan that it does, in the early days of
operation of this fund we may, in fact, be able to pay nothing.

The mandatory

provisions present an enormous problem.

This is a tax, this

It is in effect a tax.

not a premium, it is a tax and as such it is either going to be mandatory or not.
it's not mandatory the program's viability is further eroded.

If

The cost, in order to

achieve the minimum coverages, rises as the participation drops and it rises at such
a precipitous level that the program becomes a self-fulfilling failure.
I've been, since February 6th when I appeared before you in the first hearing,
I've consistently said there are severe problems with this program.
weren't so.

But those problems remain.

I wish it

They are actuarial problems, they are

mandatory problems, they are also problems of the -- the fact that we must build a
significant and an expensive organization.
service this program.

Call it a bureaucracy, in order to

I'm suggesting to you today that there is a cheaper and a

better way of accomplishing your goal.
CHAIRMAN GREEN:

John, I agree that there is still some problems with this, and

there could be another way to do exactly what we want to get done.

However, the fact

is, that the Legislature has adjourned; the Legislature will not come into a session
until the 5th of January; the date set by this law is to put it into effect by
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January the 1st.

The Legislature -- actually, I believe, and somebody will have to

tell me if something can be done other than what we're hearing as far as a
fact-finding hearing, but there is no way, unless we have a special session of the
Legislature on this one issue, to pass and to stop what the law is.
COMMISSIONER GARAMENDI:

Mr. Chairman, I understand that and I'm willing to

accept my responsibilities to implement this program.

We have maintained a schedule

that has been extraordinarily tight and difficult, one that puts an enormous burden
not only on our organization which did not exist on January the 1st, but also a
similar burden on the industry and you'll hear from them later, the burden and the
problems that they will have in meeting this deadline.

I wish it were possible to

have provided you with absolute assurance the deadline could be met.
variety of issues it's extremely tight.

Because of a

We will, if the program is not delayed or

not repealed and I would suggest a repeal, that we will do our best to put it into
place and I would expect the industry, who's represented here, to do the best they
could also.
CHAIRMAN GREEN:

John, you've been a member of the Legislature a long time and

how can this committee or how can this Legislature delay, amend, or act on it?
COMMISSIONER GARAMENDI:
yourself.

Well, Mr. Chairman, obviously you can't.

You can't by

If the Legislature comes back to special session, and we all hear talk of

that, I would urge you to make this a priority item.
that should occur.

A delay is the absolute minimum

But I would suggest that for the people of the State of

California that this program be repealed and that a different program be established
that could operate more efficiently and provide the full coverage that is necessary
and that is promised.
CHAIRMAN GREEN:
SENATOR HILL:

Yes, Senator Hill.
Mr. Chairman, I just want to remind the Commissioner, this a

program that had broad, bipartisan support of the Legislature.
of two governors.

It's had the support

It had the support of yourself when you were a member of the

Senate and voted for this program.
The actuarial numbers that you talk about are not numbers that were made up by
myself or Senator Green; they were were numbers, actuarial numbers that came from the
Department of Insurance.

I have no idea if it ought to be a $36 average premium or

the $51 average premium that you now talk about.

These are not numbers that came

from thin air, they came from the Department of Insurance.
COMMISSIONER GARAMENDI:
SENATOR HILL:

Before I arrived.

I understand that.

I just want to make the point that we, at one

point, had a recommendation -- you made your statement that I'd have to put this
company out of business.

The number at that time was a $119 average premium; now
-9-

we're down to a $51 premium, still within the band of the $12 to $60.

I think it's

irresponsible to say, "Well, I think it ought to be repealed," knowing full well that
that is not going to happen; that the Legislature is not going to go into special
session; that this program is going to go forward.
prophesy, Mr. Commissioner.

It becomes a self-fulfilling

If we tell people they're not going to get their

$15,000, if we tell people that you're going to get pennies on the dollar, they would
be fools to pay their $36 or their $51 or their $60.

It becomes a self-fulfilling

prophesy and this is all based on what assumptions you make about when we're going to
have an earthquake.

You're right, if we have an earthquake the size of Lorna Prieta

on January 3rd the program is in trouble.

And if State Farm came to you today and

said, "I want to write 2 million auto policies today," you would probably have to

require that they charge $10,000 a policy under the assumption that they're going to
pay everybody up and be up to speed in the first year.
We understand that but the fact is this program is going forward.

We can destroy

it ourselves by talking about how it's not going to work or we can decide instead
that we are going to have an earthquake.

We need to face up to the fact, to shift

gears at this late stage in terms of saying I've got some new idea, I think that
California taxpayers --they realize it's a mandatory tax, if it's going to be a $36
tax, but I think the fact that they say it's on their home, on their homeowner's
policy, it's their $15,000 -- I don't know exactly what it is that you're proposing.
I don't have a copy of this concept that you're throwing out.

I assume it's some

sort of a tax and we create some fund -- I don't know the mechanism of that.

But my

perception for my constituents is they would prefer to know I've got my name on some
policy, on my homeowners policy, and this is what I'm eligible for as opposed to some
fund, I guess
it's

I don't have any hints of what you're proposing.

I just don't think

too late.
COMMISSIONER GARAMENDI:

Senator Hill, with regard to the issue of repealing now

and the fact that the Legislature and governors have supported this program, I think
that you and I would agree that if your car is about to go off the cliff you really
ought to change directions.
is going off the cliff.

And I'm telling you this car is likely to be -- this car

That this program is headed for a disaster and that this

program isn't going to be able to function.
expenditure level, far higher than necessary.

This program has an exceedingly high
This program is going to have severe

adverse selection because there is no legislative mandate, no enforceable provision
for collecting premiums universally.
that you thought everybody should pay.

You said yourself, in your opening statement,
Well, what you think and what will happen are

going to be quite different.
SENATOR HILL:

No, my statement was it'd have to be made mandatory.
-10-

COMMISSIONER GARAMENDI:
payment.

In the law there is no mechanism to assure mandatory

That being absent, there will be adverse selection.

homes are in low-risk areas will not pay.

Those people whose

Those people who believe that their home

is safe because they've taken additional efforts to achieve seismic safety will not
pay.

And we'll have the adverse selection.

As that adverse selection occurs we are

going to wind up with a payment that'll be pennies on the dollar or dimes on the
dollar.

We wlll also wind up with a need to increase the premium level.

Now, the actuarial work that was done initially on this bill was done based upon
limited information.

At that time, however, the actuary did say that the reason the

program ultimately is actuarially sound is that there is a provision in the bill that
allows for pro-rata payment.

That's how this program became actuarially sound.

We

thought that was an inappropriate way of describing the situation to the Legislature.
And we have undertaken the most extensive studies ever in California to get as best
determination of the actuarial realities, the risk realities, that there are people
who are here prepared to testify about that today and provide you with the detail.
The result of that is the information that we're presenting to you today.

We have

gone through many iterations in achieving the conclusions that we are prepared to
give you today.
The bottom line is that as we've continued the studies we've learned more, we've
gathered more information from a variety of sources and have come to the point that,
even with today•s numbers, the program doesn't work as an insurance program.

My

suggestion to you is that we utilize the disaster assistance programs that are
already in place -- the existing state organization and bureaucracies, FEMA at the
federal level, Office of Emergency Services and the related entities -- and that we
provide funding through those organizations that are already in existence, to provide
the benefit that the Legislature determines appropriate in a prearranged level of
benefit, in a prearranged mechanism to pay for it.
options to achieve that.

And there are many different

We could pre-fund it if you cared to do so, but to utilize

this pre-funded method of providing assistance to people is expensive and it's also
not going to achieve the stated goal.

And that's what I want to be very clear to you

today.
Now, if there is a special session and if we're able to -- if there is a special
session then I would recommend to the session, as I am to you today, that you repeal
the program and adopt a different proposal.

And if you fail to do that or don't want

to do that then at least you provide a delay so that the issues that are going to be
raised by the insurance industry are able to be addressed and perhaps give you more
time to ponder the points that I have made today.
CHAIRMAN GREEN:

You've made good points, Commissioner.
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And we agree on some of

it.
COMMISSIONER GARAMENDI:

Let me take just a moment.

would recommend that you do the following four points.
mechanism, that that has to be legislatively enacted.

If you delay the program I
That there be a mandatory
I do not have the authority

through regulations, although I tried, I do not have the authority to achieve that.
You must develop a mandatory enforceable mechanism.
Secondly, the financial structure of the program needs to be addressed.

We would

recommend that there be a flat deductible of $2,000, that the surcharge be changed.
Thirdly, that instead of utilizing reinsurance, which is very expensive, that we
obtain through the state a line of credit -- excuse me, I want to change that.
Forget about the reinsurance.

It is expensive but that's not the proposal here.

That we establish a state line of credit for the program in the statutes that such a
mechanism would give the program the liquidity that it needs to access reinsurance if
there's an earthquake in the early months.

One of the problems we have is that if

there's an earthquake in the early months we'll never get out of the hole.

The

reinsurance doesn't really work in those circumstances.
And finally, that you delete the free rider provision under the current law.

If

this is a disaster program then the free rider is fine, but if this is an insurance
program the present free rider clause in the law makes no sense at all.
Those are the four recommendations I would urge as a minimum if there is a delay.
However, I want to make it clear that it's time for us, in my opinion, to terminate
this program, to set out on a different course.
My apologies for having to leave, but such is my schedule.
CHAIRMAN GREEN:

Well, thank you, Commissioner.

You're getting there within one

minute.
We'll take testimony today and we'll sure ...
COMMISSIONER GARAMENDI:

I will leave behind Richard Holden, who has done an

extraordinary job in bringing us to this point.
Sciences, and the chairman of our advisory group.
CHAIRMAN GREEN:

Also, our contractor, Computer
Thank you very much.

All right.

COMMISSIONER GARAMENDI:

.•• (blank- recording malfunction) ••• I'd like to hand to

you the record of correspondence that we've had with your committee.
have it and you can keep that.
CHAIRMAN GREEN:

It dates back to February the 6th.

Richard will
Thank you.

••• (blank) ••• record of correspondence for the committee.

You say you have a statement?
MR. RICHARD HOLDEN:

Let me provide you with two pieces of information.

the packet that the Commissioner alluded to, and then one is his statement.

One is
In

addition we've included some charts and tables and I think some of those you may have
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in your packet but some of them were developed late yesterday.
CHAIRMAN GREEN:
MR. HOLDEN:
manager.

Do you have a statement?

I do not have a statement.

As the Commissioner said I'm the program

It's been my job to put together the program and we have been proceeding

under the assumption all along that we have a program January 1.

After review by the

Commissioner and executive staff, in recent days, they've developed the idea that
this program, because the costs that are associated with it, particularly for
reinsurance purchase and other items, that it's a difficult program and that is why
he has suggested that.
I am here to answer any questions that you have on implementation, try and answer
your questions on the estimates and we have additional people here, and I believe the
Commissioner mentioned the chairman of our advisory committee, Lonnie Atkinson, who
has been instrumental in giving us the advice that we need to put this together.

We

are still proceeding with development of this program.
CHAIRMAN GREEN:

You are still proceeding regardless of whether the Commissioner

thinks it's good or bad?
MR. HOLDEN:

That is correct.

CHAIRMAN GREEN:

It is the law.

Let's talk about this coinsurance, because I'm getting different

words from what my experience was when I talked to Lloyd's of London, in London, and
I was told by them, at that given time, that there was approximately $2 billion worth
of coinsurance worldwide, and the premium cost for that would have been approximately
$245 million.

Now, what was your activity and where did you go for this coinsurance?

MR. HOLDEN:

I'll give you two pieces of information and then introduce a

gentleman who's here to talk about the reinsurance issue.
CHAIRMAN GREEN:

Well, I think this is a big point because to get this fund off

the ground and to make it whole, for the first day of the earthquake, then
reinsurance is very necessary and very important.
MR. HOLDEN:

Where did you go?

The exhibit I've given you displays the procurement process.

We

went to, first, the state Department of General Services, Office of Insurance and
Risk Management.

They have arranged these kinds of coverages for the Department of

Veterans Affairs and they are, in fact, the state's risk manager.
They recommended an approach in which we would have a broker consortium
established to go out to the markets and obtain coverage.

They went to Reinsurance

Intermediaries to request their assistance and three intermediaries were selected.
One was E.W. Blanch (?) to tap the domestic market; Alexander Howden (?) to tap
foreign markets; and then Bowering (?) to tap the London market, and all of these
were to tap the worldwide market.

And the gentleman to my left here is affiliated

with the broker consortium that has been putting together this package.
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we have authorized the consortium to go out -- in fact,

last week we authorized

them to go out to secure direct reinsurance with an excess level over $150 million.
That first layer would provide $100 million in coverage in excess of $150 million in
losses.

If you had $200 million in losses it would kick in and we would get a

payment from the reinsurers of $50 million.

so that is what we have initiated.

They

have recommend other layers, we're reviewing those other layers and have not given
them direction on those.

There is extensive review going on in the Department,

within our financial analyses division, as well as our actuarial division.

And let

me turn to the person on the left; I think he can provide you some more direct
information about what is out there in the market.
MR. JOHN KOCUEREK:

Good morning.

President with E.W. Blanch Company.

My name is John Kocuerek, and I'm a Vice
We've been contracted by the state to work in

terms of securing reinsurance through domestic U.S.-based reinsurers.
CHAIRMAN GREEN:
MR. KOCUEREK:

You won't find the dollars domestically.
Absolutely correct.

We've also been working in conjunction with

Alexander Howden (?) in terms of their exploring the London marketplace.

So we have

had some input in terms of what is available.
I'm not quite sure where to get started other than to mention that the total
worldwide catastrophe capacity today has been significantly reduced over what was
available as recently as 2 or 3 years ago.

This is a function of risk transfer for

those reinsurers, it's called the retrocessional market, and in essence their market
has been constricted by upwards of 50 percent.

What has resulted is very significant

decreases in catastrophe capacity and fairly significant increases in cost.
You mentioned the New Zealand program and I believe they buy coverage in the
range of 600 million -- excess of $450 million.

It's a rather a unique program

though, in that all earthquake insurance offered in New Zealand is through the
state-supported facility.

So that rather than going out and seeking per occurrence

protections or having redundancy of exposures because you're supporting the private
companies as well as a state-mandated fund, the New Zealand fund, because everything
goes through there, is assessed on an aggregate basis so reinsurers can very easily
track their accumulations of exposure.

It would be quite different under the program

as proposed because we have dual markets, in essence, one being the state market and
the other being the private commercial market.
CHAIRMAN GREEN:

All right.

Sal, you had some questions?

MR. SAL BIANCO:

Yes, Mr. Chairman.

First question is this:

In your

investigation of the London market, did you also, in addition to looking at Lloyd's
of London, looking at the underwriting syndicates, and did you find a difference in
the availability of coverage?
-14-

MR. KOCUEREK:
London.

Not particularly in terms of what was communicated to us through

The Lloyd's syndicates certainly would be the primary market we would go to

because of security issues.

And that's another aspect that needs to be addressed.

The is probably an abundance of capacity in the marketplace but limiting your
marketing efforts to those companies that will be able to respond in the event of
loss certainly is a part of the criteria in who you market to.

That eliminates, in

our opinion, a large segment of alien companies which do not maintain trust funds in
the United States or other means of protecting the promise to pay.
MR. BIANCO:

So in terms of the syndicates, the lack of trust funds in the United

States is causing the problem.
MR. KOCUEREK:

Is that what you said to me?

No, not at all.

our program as designed.

We view Lloyd's as being tremendous security for

The issue is how much capacity is available in London to

absorb what is in essence new capacity.

These markets are already committed to the

major West Coast private commercial writers, the SAFECO's, the Firemen's Funds, the
Transamericas, the CNA's.

And as one of the markets indicated to me when we made

some preliminary marketing efforts is he said, you know, "Really what we're dealing
with is our accumulations of exposure.

We're heavily involved right now in

supporting the private marketplace and to, in essence, add significant additional
accumulations through the creation of new capacity represents a problem for us in
managing our own portfolio as a business.

We're able to buy less retrocessional

coverage to protect ourselves and as a consequence we are offering smaller lines or
reducing our catastrophe lines on those programs we already have in effect."
My firm places catastrophe reinsurance for some of the factory mutuals.

We are

given an order annually to secure the maximum, worldwide capacity from what we feel
are markets who represent good security.

Our placement efforts are in the range of

$250 million.
MR. BIANCO:

Since you had the elected Insurance Commissioner of California being

a signator of the contract, I assume, and since the reinsurance market is well aware
of the past problems as it relates to insolvency of companies and the ability to get
to reinsure assets, did you find those reinsurers more willing or less willing to
take positions in terms of allowing the Insurance Commissioner in those contracts to
have the ability to reach their assets to make certain that payment was a certainty?
MR. KOCUEREK:

We did not get into those types of issues.

analysis based on varying criteria.

We do our own security

That, I don't believe, is one of them.

Having

said that, one of the issues that, I think, has created a problem per se with the
reinsurance marketplace is that the fund is not backed by the good faith and full
credit of the State of California.

So there is a fairly significant credit risk

viewed by reinsurers, is that will we be able to recover funds through the payment of
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future premiums in the event we do have a loss?
MR. BIANCO:

Another question I'd like to ask.

This Subcommittee, in the holding

of its hearings over the last few years following earthquakes, heard from a number of
risk managers representing counties and cities, in terms of their ability to obtain
reinsurance for their programs.

To what extent did you consult with the various

cities and county risk managers to determine the success they had in obtaining
reinsurance?

And if you did, how did you utilize their techniques in your efforts?

MR. KOCUEREK:
managers.

we did not specifically go out and talk to individual risk

We are actually a subcontractor to the consortium of retail brokers which

are managing the excess placement which includes the reinsurance component.

I am

sure that in their efforts, because of their contact with various risk managers, that
they have had that type of input.

We have had a number of meetings discussing the

most appropriate strategies to utilize; how to segment the marketplace, where we feel
the most capacity will be generated based on our individual efforts and have tried to
create a marketing effort that will maximize our success in the marketplace.
MR. BIANCO:

One final question if I may, Mr. Chairman.

Did you, in any way,

seek to determine whether or not you could enter into a number of reinsurance
treaties that provide that should surplus disappear it will be replaced, I think it's
called Surplus Replacement Reinsurance, and if so, what was the response, and if not,
why did you not seek that?
MR. KOCUEREK:

I'm not sure I understand what it is you're talking about in terms

of •••
MR. BIANCO:

There is a form of reinsurance available in the marketplace for

companies should their surplus be badly impaired as a result of a catastrophe.
MR. KOCUEREK:
of meetings.

In the context of financial reinsurance, yes, we have had a number

We have provided the Department of Insurance with an overview of the

various financial reinsurance products that are available and, in fact, have had
meetings with some senior members of some reinsurance companies as well as some East
Coast banks to approach the risk transfer from a purely financial mechanism which, in
essence, constitutes a pre-approved line of credit.

Those discussions are ongoing

and nothing specific has been resolved but there does appear to be an interest in the
marketplace.

We feel, in fact, it could double the capacity available to us.

How

it's utilized and what the cost is and how that cost bears to the amount of revenues
in the fund have yet to be decided.
MR. BIANCO:

Okay.

CHAIRMAN GREEN:

Thank you.

Thank you, Sal.

All right, Frank.
SENATOR HILL:

Mr. Chairman, I wonder, really the value and
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in

continuing this hearing.

I wish the Commissioner hadn't dashed out on us because I'm

sitting here quietly seething thinking about Senator Garamendi's reaction, what his
reaction as a Senator would have been if I would have walked in 3 minutes before a
hearing started and say, you know, "We think we want to abolish the program."

I

assume this discussion went on at least for several days, probably for several weeks.
I guess I'm just appalled not to get a call, some sort of a call, and I understand
the demand and the constant search for 60 second sound bites and how we have to
decide California's public policy.

But I wonder

you know, I certainly came here

with the intention of trying to figure out a way to make this program work and to
deal with the reinsurance issue, and to deal with the mandatory issue, and to deal
the necessity for the delay.

My assumption is that we're going to hear from a whole

series of insurers, many of whom have already contacted me, saying, "Boy, the reason
we can't meet this deadline because the Commissioner has been unreasonable.

Hasn't

given us enough lead time, asks for information that we simply don't have available,
information that isn't needed."

And as we try to sort those issues out I really

believe that you do more damage to the entire program just by, you know, the demand
to get 60 seconds on the evening news.
And so I wonder why -- well, the program is going to go into effect on January 1.
Richard, you know it and I know it, Senator Green realizes that.
into effect.

It's going to kick

Is there real value in terms of trying to fix it or maybe just let the

Commissioner administer it?

I mean, he voted for the program.

responsibility to put it into place.

It's his

You know, what's the real value in going

through, you know, what I consider are serious public policy issues when, in effect,
I think you pulled the rug out from under the whole program and take off and catch a
plane someplace.
CHAIRMAN GREEN:

Well, I kind of emulate what you say, Frank.

very concerned and

at staff.

I was sitting here

Your Commissioner came prepared, a written

statement and as Chair of this Subcommittee I should have known ahead of time what
this Commissioner was going to do when he came here.

This is serious, folks.

not playing games and I'm kind of seething kind of like Frank is.

We're

Have you got an

answer to that?
MS. MASAKO DOLAN:

If you would look at the series of letters and the documents

that we've presented, I think as early as February we have described as clearly as we
can the basic problems of the program.
CHAIRMAN GREEN:
MS. DOLAN:

That's what we're here for today is to answer the problems.

And that we have tried to ••.

CHAIRMAN GREEN:

Let me say something.

Chairman will not accept it!

Don't give me rhetoric because this

The statement by the Commissioner was this program
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should be canceled.
MS. DOLAN:

That was like a bomb shell!

In preparation for the hearing our executive staff reviewed the

recommendations that were going forward and looked again at the record and our basic
concerns about the program and at that time, yesterday, concluded that the best
policy, in terms of informing Californians about what was promised and what the
Commissioner could deliver, given the construct of the program, was to ask for a
repeal.
We have tried in terms of specifying all of the problems with the program in
hopes that the Legislature would act before this time.

It is was a very difficult

decision.

My staff has met with your staff to inform you as quickly as the decision

was made.

It was not done without thought.

program elements.

We have tried to work through these

We have concluded as we investigated the reinsurance options and

hired the best people we could to put the package together that, in fact, because the
mandatory provisions were not there we were looking at insurance that was very
expensive, and it's a difficult market.

We feel bound that we should ask for

reinsurance companies to have assets so that our homeowners will have the protection.
That limits the market.
CHAIRMAN GREEN:

It makes it more complex.

Let me stop your presentation.

that we've been hearing for a long time.
at your request.

You're saying the same things

This program was put on hold for 6 months

I ran with the legislation to allow it to go to January the 1st

from July the 1st of this year.

This Legislature and this Subcommittee has been a

committee to help you in your effort but what you did to this Subcommittee today is
non-forgivable.

Because you actually put this committee saying this will fail and

you ensured that it would fail because of the press statements going out and people
will not pay their claims now.
MS. DOLAN:

I believe that the Department made a good faith effort in trying •••

CHAIRMAN GREEN:

Ma'am, you asked something for this committee and this

Legislature to do that is impossible to do without a special session of the
Legislature.

You know it!

I know it!

And John Garamendi knows it!

happen unless there is a special session of the Legislature.

It cannot

The question then, has

the Commissioner asked the Governor for a special session on this program?

Yes or

no?
MS. DOLAN:

No.

CHAIRMAN GREEN:

Why?

If this is so important, why hasn't the Commissioner asked

for a special session?
MS. DOLAN:

We will ask for one.

As I said, the decision for this recommendation

was made yesterday and the statements .•.
CHAIRMAN GREEN:

But you see, when you make recommendations you must answer to
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their consequences.

The consequences of this recommendation is that you doomed the

program to failure.
MS. DOLAN:

We went through a very careful analysis; hired the best people that

we could to put the program in place; we're willing to continue in that effort.

Our

concern was that it was deceptive.
CHAIRMAN GREEN:

Ma'am, it doesn't make a difference if you're willing to or not,

i t is the law unless it's changed.
MS. DOLAN:

That is correct and we ...

CHAIRMAN GREEN:
MS. DOLAN:

And you have no choice but to go ahead.

The Commissioner's concern is that the homeowners in California,

because of the way this program has been described, were being provided a deceptive
package, that we could not provide the protection that had been promised when the
fund was not built up, particularly in the early years.
the long term if there were even

Our concern was that over

that the funding was not sufficient to meet the

average earthquakes, much less a large one.
CHAIRMAN GREEN:

All right.

I keep hearing this rhetoric.

This Chairman took

personal time, personal money to go to the reinsurance market and I got a different
answer.

This Chairman went to the bonding mechanisms and he got a different answer

from what I'm getting from you.

Now, there is way to put bonds in place.

There is a

way to put some reinsurance in place to insure the fund from day 1.
MS. DOLAN:

That is true if, in fact, we can guarantee a revenue source because

there is no mandatory requirement.
CHAIRMAN GREEN:
talking about.

There's no if about it.

I also covered the ifs that you're

So I want you to stop making these kind of statements because I don't

believe them.
SENATOR HILL:

Masako, I don't want to be to beat you up but I think that we

can't make the assumption -- I think I made it very clean in my opening statement
that I agree that it has to be a mandatory program.
CHAIRMAN GREEN:
SENATOR HILL:

We all agree to that.
I don't think that it's responsible to then go forward and say

well, it isn't mandatory now because we don't have that mechanism in place; we tried
to do it through the regulatory process and were unsuccessful, therefore the program
will never be mandatory; therefore the actuarial, you know.

If the amounts, as I

recall, were now at $12 to $60 range and I think your proposal or the committee's
recommendation was $25 to $75, if we're talking about a difference between $75 and
$60 in terms of the top, the point is there is a range there and I don't think it's
unreasonable for this committee or for this Legislature to look at what the proper
range ought to be and what those assumptions ought to be.
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It is not something, as

you very well know, that you do in the last 2 days of the legislative session which
is when that recommendation came forward.
And so to make the assumption, and I wish that John didn't have to leave, because
I don't want to-- you're taking some arrows that are probably aren't --that I'd
like to sling at him.

(Laughter.)

But the point is, is that issues that need to

resolved, I think there is a cooperative sense in this Legislature they have to be
resolved.

Let's fix those problems and let's move forward.

But the amount of damage

that you do to the overall program, the damage that you do in terms of -- how do you
resolve the mandatory issue when you stand up and say, well, even if it is mandatory
the thing will never work and legislative you exponentially make that part of the
problem •••
CHAIRMAN GREEN:
mandatory.

Well, we've got Leg. Counsel saying that by regulation it can be

There are some regulations that you can put in place to make it mandatory

and you can get it collected, and you have those documents as well as well as we have
those documents.

So I think we're getting a lot of rhetoric from this insurance

office and I don't like it.
MS. DOLAN:

We have a different reading of the Leg. Counsel opinion in terms of

the obligation on insurance companies to collect.

Our problem is that the program

begins on January 1 and there is exposure and a commitment to all the homeowners in
California without the financial mechanisms in place •.•
CHAIRMAN GREEN:

Let me tell you, lady.

We covered it when we discussed the

legislation and by reemphasizing what I just said to you, and with reinsurance with
bond money the fund can be, and can be made if it's handled adequately, whole from
the day 1 of it.

Yes, it will cost more money; it will take longer to build the

pool, but it can be adequate to cover all claims from day 1 if the staff does the
right job.
MS. DOLAN:

Once there is an earthquake, in the early days, given at this point,

the fund is not actuarially sound for even at
CHAIRMAN GREEN:

It is not even there yet.

first year ..•
And it is not actuarially sound.

But

it's up to you to build the fund to make it actuarially sound.
MS. DOLAN:

We cannot build the fund under the current funding mechanism and that

is the basic reason •••
CHAIRMAN GREEN:
MS. DOLAN:

Well, I'm going to cut you off.

Okay.

CHAIRMAN GREEN:
think you're wrong.

Because you've made this statement over and over again and I
You can lead a horse to water, you can't make him drink and I

think this staff doesn't want to drink.
MS. DOLAN:

On behalf of the people who've worked, for them I would like to say,
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Senator Green, that there have been many long hours put into implementing this
program and I think that they have done an outstanding job.

I'm sorry that the

result is as it is, but if you have further advice, the specific people that we need
to contact to put this into place ...
CHAIRMAN GREEN:
paid to do a job.

Look, I'm in the Legislature.
You haven't done the job.

You're the staff and you're being

You do not have coinsurance.

You do

not have bonds and the dollars being floated to come into there January the 1st.
That was a key part of this legislation.
MS. DOLAN:

We do not have a guaranteed revenue source which makes it extremely

difficult to •••
CHAIRMAN GREEN:

That's up to

opinion.

The Leg. Counsel, and it depends on

how you want to read it and how I read it, is there's ways to write the regulations
to guarantee your stream of funding.
Now, we're going to get on with the hearing because I'm not going to argue with
you anymore.
MS. DOLAN:

Okay.

CHAIRMAN GREEN:

So, as far as I'm concerned, the debate is over with the

Insurance Commissioner's office.
Do you have anything further to say before we go into the insurers?
MR. HOLDEN:

Senator Green, I just wanted to advise you of our efforts with

respect to bonds since you raised that issue.
We have, of course, proceeded with reinsurance and that's been an extensive
process and the intent all along has been to provide reinsurance effective January 1.
In fact, we began our reinsurance process right before the Sierra Madre earthquake in
the event that the program went into effect July 1.
CHAIRMAN GREEN:

Well, the advice, and I hate to get all the insurance companies

and the other people for a public hearing, but with the bomb shell and the problem
we're having with the Insurance Commissioner's office, I think there's not a lot can
be done today in this hearing other than a very brief statement from some of the
other people because you did take your time to come.

This committee has been very

cooperative and we've done and acted in every way with the Insurance Commissioner's
office.

I've personally ran with the legislation to continue this for 6 months

because of some problems.
actively in that.

Senator Hill ran with the clean-up legislation.

You were

Now, when we've gone down this road, both of us are very upset

with the way that you folks have handled it.
You don't come up to the 24th hour when a Legislature cannot act and make
requests of this nature.

This was in very bad taste.

This was something that was

doomed to kill the program when these statements were made today.
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It's up to a staff

to make these things work and I don't think this staff has made this work.
So with that, you're excused.

Thank you for coming and there are no -- nothing

else coming forth from you.
Is there anyone else wishing to make a statement today?
Did I come across that tough?
MR. BILL ERTEL:

Senator Green.

CHAIRMAN GREEN:

Yes.

MR. ERTEL:

(Laughter.)

(Laughter.)

I'd like to speak on behalf of my particular problem.

I work for an

insurance company.
CHAIRMAN GREEN:
give you an example.

Come up and give your name and address because -- and let me
I probably know what you're going to say.

It's this

notification kind of a thing that came from the Commissioner's office.
Philadelphia lawyer couldn't read it.

Even a

And that came out of this staff writing what

the insurance covers, what it doesn't cover and I think an insurance company would
it would be impossible for you to train your agents and so forth for what this
statement says.
MR. ERTEL:

Thank you very much, Senator.

My name is Bill Ertel.

I work for

Firemen's Fund Insurance Company in Novato, California.
Our particular problem is trying to figure out how to collect the payments.

And

at the present time, the way the law's written, and we've read it several times,
we're required to send our insured a bill for their residential coverage and on the
bill we need to state how much the earthquake coverage would be plus our $1
administrative fee.

We don't know how, when the customers send a payment back in,

that we will know whether they intend to pay for the California Earthquake Insurance
or not.

About 50 percent of our customers always short-pay for some particular

reason and, in fact, they might be opting for an installment pay program that we
offer.
We've debated, we've spent many hours; there's no provision to cancel the
earthquake coverage.

What we're greatly afraid of is that we would bill a customer

for, let's say, $460 -- $400 basic coverage; $60 earthquake coverage.
would send us $400.

The insured

Our equity cancellation program would earn that premium out

about 11 months and 15 days and then our systems would automatically send a
cancellation notice for the balance of the premium.

However, the provisions of the

law prevent us from canceling the underlying coverage, I believe, and I think that
was pretty •.•
CHAIRMAN GREEN:
on the enforcement.

Well, I think the point here is well taken and the law is slack
However, those of us that helped on this legislation felt the

Commissioner's office would be putting regulations in place to do this.
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They say

Leg. Counsel has written an opinion that they can't.
an opinion that they can.
MR. ERTEL:

Yes, sir.

We say that Leg. Counsel wrote

So I think there's a difference of opinion.
What would be helpful in moving forward is if the law gave

us some idea about how the payments were to be applied.
you talk about

In an accounting inventory

we could probably go either way.

We could say

first dollars come in pay off the earthquake fund and we would create the payment
record and send it to the state.

That would probably leave us, as insurers, the goat

at the end of the 11th month or the law could prescribe some payment rules that would
come in and pay off the lax.
CHAIRMAN GREEN:

See, that doesn't have to be in the law.

The Commissioner can

do that with a regulation.
MR. ERTEL:

Yes, sir.

But we need some assistance in that particular regard.

We also need to understand, when the insured does not pay do we need to send a
notice to the insured, which is pretty customary in our industry especially with
issues like uninsured motorist coverage.

There's a whole body of legal precedence

out there that says an insurer really needs to send a customer 1 or 2 notices
pointing out clearly that they do not have this coverage.

I don't see anything in

the law where we activate that mechanism and our legal staff is a little uncertain as
to what we should do.

So I think the law is wanting in this compliance and the

cancellation issue.
CHAIRMAN GREEN:
MR. ERTEL:

We agree.

It's rife with problems, no question.

Yes, sir.

CHAIRMAN GREEN:

I have no problem with putting this off for a period of time

after January 1st, but we can't.
MR. ERTEL:

I think we're all victims here, today.

A particular problem, my

company and my former company typically renew residential properties 60 to 45 days in
advance of the inception date so, as we speak, we are now renewing policies effective
January 1.

And we still don't know how ..•

CHAIRMAN GREEN:
3 year premium.

I just signed up a policy on my home, November 1st, and I paid a

So there's no way you're going to get any insurance money unless you

back bill me for the next 3 years.
MR. ERTEL:

You outsmarted us.

CHAIRMAN GREEN:
MR. ERTEL:

No.

(Laughter.)

I just wanted to save that dollar on a 3 year pay.

I'd just like to say we appreciate the opportunity to come up and

talk about our common problems but there are some very, very difficult, some very
expensive implementation and administrative tasks that need to be worked on and, in
fact, the Commissioner spoke of the complexity of running an insurance company, and
my company has been in a design phase for about
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7~

years of the new billing system

that if we had it ready today would do this.
So you can just imagine what we're trying to think through when we've been
working at this complex billing issue for
it in 30 days.

7~

years and now we're trying to implement

We probably won't be successful.

SENATOR HILL:

Mr. Chairman, just an observation.

I think it's critical that we,

as I understand, my recollection was this hearing was called at the request of the
Commissioner and what I'd like to propose is that we postpone this hearing maybe just
for several days, I think a week at the most, and get with the Commissioner's office,
find out when the Commissioner himself can be here for several hours so we can sort
through these issues; come to some conclusions; reach some consensus so we can move
forward.

I think this impossible to, you know, have a 20 minute press conference and

then somehow try to resolve the rest of these issues without having his input here,
especially knowing the focus where he led us this morning.

So I would propose

that-- I don't know if we need to cancel the hearing or adjourn it or we could •••
CHAIRMAN GREEN:
SENATOR HILL:

Or we just could continue it.
••. just continue it and I think the critical issue, I will

certainly arrange my schedule that whenever we can get a couple of hours out of the
Commissioner I will clear my schedule and come up here and let's resolve some of
these issues.
CHAIRMAN GREEN:
SENATOR HILL:

Good thought.
Thank you very much.

CHAIRMAN GREEN:

All right.

I have no further questions.

There will be a further hearing between now and the

next few weeks, as soon as we can get the Commissioner tied down to -- I guess I must
apologize because staff, I think, advises the Commissioner and I leaped on staff
pretty hard today but maybe some of the responsibility's the Commissioner's, too.
What we'll do is continue this hearing to a time uncertain.

We'll go through with

their notice procedure again because we had to get permission for the hearing and so
forth.

It was called at the request of the Commissioner's office.

So it's a shame to have it scuttled by the Commissioner's office.

I think this

is such an important program and it's important to all of you in the room.

It's

important to all of the citizens of this state to have some sort of protection.

For

those of us that have gone through the hearings from day 1, going back to the
Whittier quake, and we see the emergency services, FEMA namely, and our own state
services helping the people out there when they have their catastrophe happening on
their homes.

There are still at least 3 dozen claims still open under FEMA for the

Whittier earthquake.

Now, this is some 5 years later.

There are still probably

several hundred claims open for the San Francisco-Lorna Prieta quake and I don't want
to see that type program go in place in this state because it's fraught with
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problems, even more so than the coinsurance in a partnership with the insurance
companies.

And I think that's probably the best answer, is a coinsurance partnership

handling that deductible that is so high.

And that's what this program was supposed

to have been.
It seems that maybe the Commissioner's office looks at it a little differently,
but maybe we have to go through an educational program so that they'll look at it
like this

what the intent of the legislation was.

And with that and said, I think we'll continue the hearing.
notified of a future date.
Thank you very much and this time we continue.

--ooOooo--
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You all will be

